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Testimony of Leonard M. Savoie
Before the Senate Committee on Banking and Currency

On S 3097, a bill to amend the
Defense Production Act of 1950,

and for other purposes
June 18,1968

Mr. Chairman and members of the committee, my
name is Leonard M. Savoie.

I am Executive Vice President

of the American Institute of Certified Public Accountants.

I am accompanied by Ralph E. Kent, Treasurer of the American

Institute, who is nominee for President of the Institute
beginning next October, and Joseph Cummings, a member of

the Accounting Principles Board of the Institute.
The American Institute is the national organiza
tion of certified public accountants.

It has a total

membership of over 63,000 and includes members in every

state of the union and the District of Columbia.

We are pleased to have the opportunity to comment
on proposed legislation to amend the Defense Production Act
of 1950.

These hearings are significant because the recom

mendations of this committee will affect the activities of
all defense contractors who serve the country through a
wide range of activities.

Provisions of both the Senate bill (S 3097) and
the House bill (H.R. 17268) call for extension of the act
for an additional two years to June 30, 1970.

The American

Institute endorses this extension.
Both the House bill and a proposed amendment to

the Senate bill provide, in addition to extension of the

present legislation, that the Comptroller General shall
develop uniform accounting standards to be applied to all
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negotiated prime contract and subcontract defense procure

ments in excess of $100,000.

We oppose this section calling

for uniform accounting standards for reasons expressed in

my letter of June 7, 1968 to the Honorable John Sparkman,
Chairman of the Senate Committee on Banking and Currency.

We request that this letter also be included in the record

of this hearing.
The term "uniform accounting standards" is not
defined in the House bill or in the amendment to the Senate
bill.

ature.

This term is not ordinarily used in accounting liter
As a trained accountant, I do not know what it means.

Inasmuch as the bill itself refers to standards from which

an accurate showing of production costs and profits by

individual order can be determined, it may be inferred that
the term "uniform accounting standards" is intended to refer

to a uniform cost accounting system.

However, the House

debate includes several references to "a system of uniform

accounting procedures," which is something else.

A review of the House debate on H.R. 17268 reveals
that the elimination of "war profiteering" is the primary
objective of the section calling for "uniform accounting

standards." We support very emphatically the objective of
eliminating "war profiteering".

But we believe that the

imposition of "uniform accounting standards" will not

accomplish it.
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Excessive profits can be prevented through com

petitive bidding, contract negotiations, cost estimating

procedures, audits by the Defense Contract Audit Agency and

the review of their work by the General

Accounting Office.

An accounting system should permit a fair deter
mination of costs and profits.

Systems need not be uniform

to permit such fair determination.

Indeed, a uniform system

would be no bar to a contractor attempting to make excess
profits.

It is not inconceivable that a uniform system

might help a contractor make excess profits.

Apart from its ineffectiveness, other considera

tions would make the prescription of a uniform system
inadvisable.

Many different activities are carried out by

defense contractors.

They operate in widely different

Some perform technological research, others

industries.

are in construction of facilities, still others engage in
production-line manufacturing.

An attempted system of

uniform accounting procedures would have to contain a vast
amount of detail -- enormously complicated detail -- in

an effort to take care of such a variety of operations and

transactions.
For most companies, cost accounting is an integral

part of the management information system used to run the

business.

The diversity of management patterns and methods,
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when applied on top of extremely diverse operations,

results in many different cost accounting systems.
It would be exceedingly difficult to prescribe a

uniform system that would adequately consider all the cir
cumstances which exist.

And it would be clearly counter

productive to oblige a company to use a uniform cost

accounting system which was ill-suited to its organization

and operating methods.
Defense contracts are only a small part of some
companies' total operations.

"Uniform accounting standards”

for defense contracts would force them either to use the

same standards for their non-defense business or to keep a

-second set of books, compiled on different bases, to comply
with the Defense Production Act.

This might very likely reduce the number of com

panies willing to engage in defense production.

At a time

when the Department of Defense is seeking to expand its

sources of supply, it would seem unwise to enact a measure
which would have the effect of reducing the number of
suppliers.

This could remove some competitors for defense

business with the probable result of raising the prices of
those who continue in defense production.

Some members of

Congress are already deeply disturbed by the lack of real
competition for defense procurement contracts.
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Before enacting legislation requiring "uniform
accounting standards," it would seem to be prudent to study

whether the absence of such standards is the direct cause

of war profiteering and whether "uniform accounting stand
ards" can be adequately developed and applied in a manner

to prevent excess profits.

A study like this could be

undertaken by a special commission comprised of high level

representatives of the public sector and private sector,
including knowledgeable people from the affected agencies,
defense contractors and the accounting profession.

Although the American Institute presently

believes that uniform accounting standards for all defense

contractors cannot be effectively prescribed, general

guidelines for a fair determination of production costs and
profits can be developed.

Section XV of the Armed Services

Procurement Regulations provides such guidelines.

They have

been developed over a period of some 25 years through coop
eration of government agencies, defense industries, and the

accounting profession.

These regulations constitute con

tract cost principles and procedures for use in defense
contract cost determinations .

They recognize the separate

problems of supply and research contracts with commercial

organizations, research and development contracts with
educational institutions, construction and architect-

- 6 -

engineer contracts, and contracts for industrial facilities.
These contract cost principles and procedures are

now being used by the Department of Defense and by defense
contractors in determining costs and profits.

In other areas of federal procurement, similar

cost principles and procedures are used.

They are found in

Federal Procurement Regulations, Atomic Energy Commission
Procurement Regulations and National Aeronautics and Space

Administration Procurement Regulations, all of which have
been patterned after the Armed Services Procurement Regula

tions.
These regulations recognize the diversity of busi
ness and set forth workable guidelines for determining costs

and profits for contract purposes.
There is a similarity between the Armed Services

Procurement Regulations and the Internal Revenue Service

Regulations.

In each case- costs and profits are determined

initially according to the company’s own system of account

ing, and then adjustments are made to comply with the

appropriate regulations.

It is much less onerous to keep

the auxiliary records for government contract purposes,
and for federal income tax purposes, than it would be to

maintain a separate system of uniform accounting procedures.
The latter in many cases may require a complete second
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accounting system.

If the Armed Services Procurement Regulations
are found to be deficient for their intended purposes, it

would seem preferable to study the situation and seek ways
This would be more productive

to correct the deficiencies.

than to abandon an effort that has taken years to develop.

To ignore this very significant accomplishment
would be wasteful of time.

The massive task of attempting

to develop"uniform accounting standards"would no doubt
require additional staff for the General Accounting Office,
with suitable appropriations.

Probably a continuing

expense would be involved for the maintenance and interpre
tation of such standards as would be produced.

There would be no assurance that the uniform
standards would provide savings to the government through
reducing contract costs.

In fact, it is not unlikely that

contract costs would actually increase because most com
panies would have to keep additional records.
The American Institute of Certified Public

Accountants is dedicated to raising accounting standards

and reducing the number of accounting procedures which
are presently included under the broad category of gener

ally accepted accounting principles.

The Accounting

Principles Board was created in 1959 to undertake this task.
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It has made considerable progress in moving toward uni
formity of broad principles, with the advice and support

of responsible segments of the business community and of
government.

Much remains to be done, but the Accounting

Principles Board is persevering in the task and is contin

uing to move ahead.
The goal of the Accounting Principles Board is to

arrive at broad principles which will be applied uniformly
across all businesses in appropriate circumstances.

The

Board is attempting to spell out criteria for determining

circumstances indicating the applicability of one principle
as against another.

This same approach to the determination

of cost accounting principles would be a reasonable one.
But this is far different from prescribing a uniform system

of detailed accounting procedures, if this is what is con
templated in the proposed legislation now before this

Committee for consideration.

As I have attempted to make

clear, it is our strong belief that this latter course
would introduce the possibility of doing more harm than good.

For all of the reasons cited, we strongly urge
that the section on "uniform accounting standards" be
excluded from S 3097.

We thank you for the privilege of appearing at
this hearing to present our testimony.

